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PLANNER
Ideas from leading experts in financial planning

Life Insurance Goes Low-load—
What The CPA Planner Should Know
by Barry Streit, CLU, ChFC

WHAT'S INSIDE
From the Director

Phyllis Bernstein, CPA, Director, Per
sonal Financial Planning Member
ship Section discusses issues of impor
tance to section members and
describes some of the benefits
arranged for members recently.
Elder Care: A New
Assurance Service

At the 1998 PFP Technical Confer
ence, several personal financial plan
ners said that they provide elder care
services to clients. The growth of the
elderly population in the U.S. suggests
that the demand for this service is
growing and many more planners
may want to expand their practices
by including elder care among their
service offerings. In the following arti
cle, George A. Lewis, CPA, of Brous
sard, Poché, Lewis and Breaux,
Lafayette, LA, and Ann Elizabeth
Sammon, AICPA Professional Devel
opment, describe the market for this
service and provide guidance on
developing it and information about
typical clients. This article is reprinted
with permission from The Practicing
CPA (January 1998).
Behavioral Finance: Why
Investors Make Bad Decisions

A Gregory Lintner; CFA, is a Senior
Consultant with Yanni-Bilkey Invest
ment Consulting Company The fol
lowing article, which is reprinted with
permission from the January 1998
issue of Network (© 1998, Institute for
Investment Management Consultants,
Phoenix, AZ), explains why some
investment decisions of clients may
seem irrational.

Barry Streit, CLU, ChFC, is National Sales
Director Annuities and Life Insurance, for
Charles Schwab & Co., Inc, San Francisco
(Member NYSE/SIPC). In the following
article he explains what low-load life
insurance is and how it is distributed and
he compares it with full commission life
insurance (Lite views expressed in this arti
cle are solely those of the author and ate
not an offer or solicitation of insurance in
any state)

M

ost CPAs are often asked ques
tions about life insurance:
“What type?” “What company?” “How much?” and more frequently
these days, “What about low-load?” Life
insurance, in various forms has been
around for well over a hundred years, but
low-load life insurance is a relative
youngster, so not everyone knows about
it. But that anonymity may be about to
change, thanks to recent entries of some
big name companies into this arena, cou
pled with the do-it-yourself personal
finance revolution. Low-load life insur
ance appears to be gaining popularity, and
you can expect to see more about this
product in the future.
What exactly is low-load life insur
ance? To begin with, the phrase low-load
can be misleading, because there current
ly is no legal or industry-regulated defini
tion of what constitutes a low-load life
policy. All life insurance policies have
costs associated with mortality risk, sales
and marketing, and overhead. This is true
whether a policy is sold over the phone,
via a website, or face-to-face by an agent.
However, the biggest cost component in a
policy is the agent commission, which can

be more than 100 percent of the first year
premium. High commissions can require
higher policy costs to cover these big pay
outs, as well as substantial surrender
charges (in the case of cash value policies
like universal) to ensure that the customer
stays with the policy long enough for the
insurance company to recover its costs
and make a profit. Therefore, the term
low-load generally applies to insurance
Continued on page 2

TRENDWATCH
The role of intermediaries in financial
services will change as the Internet and
its successors present even greater
opportunities for expansion and inno
vation. This is the prediction of Steven M.
Wallman, former commissioner at the
Securities and Exchange Commission and
a senior fellow at the think-tank Brook
ings Institute. On the role of intermedi
aries, Wallman predicts, “Intermediaries
who provide primarily communications
without otherwise adding value (such as
through analysis) will be replaced, some
times by new intermediaries and new
types of intermediation, and sometimes
just by the technology itself. . . . Software
providing ‘expert’ financial planning
advice for investors will eventually sur
pass in quality that provided by many
human financial planners. Smart agents
will compile an investor’s portfolio over
the Internet, executing trades with
increasingly less participation by the
investor, providing convenience, speed
Continued on page 2
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TRENDWATCH
(continued from page 1)
and diversification at low cost. New
intermediaries will create the software
and the means to run, sell and promote
it, as well as certify, rate and rank it. As
more investors use such technology,
mutual funds and investment advisers
will shift to add value in other ways.”

Wallman also predicts:
■ Increased accessibility to com
pany information through electronic
sources will level the information play
ing field between individual investors
and institutional investors.

■ Annual corporate meetings will
be held online, thereby energizing
shareholder activism.
■ Clearance and settlement will
become instantaneous, thereby elimi
nating the risk of default on trades.

■ Trading systems will be customdesigned for different investor needs
(“boutique exchanges”).
■ Technology will continue to
increase the globalization of markets.
Innovations will foster growth and
capital formation but will also increase
opportunities for fraud and manipula
tion. Consequently, a single internation
al regulator for global financial markets
will be needed.
“Information and the Securities
Markets,” The Brookings Review (Winter
1998), pages 26-29.

“Preparing for the year 2000 should
be of the highest priority to advisory
firms,” advises SEC Chair Arthur
Levitt. In November 1997, he wrote a
letter to investment advisers warning
that “Unless modifications are made at
midnight on December 31,1999, the vast
majority of computer systems may not
be able to distinguish the year 2000
from the year 1900.”

Although some financial planners
think that the year 2000 compliance
issue is overblown, others are being
more circumspect. Many financial
planners, for example, fear that trades
made December 30,1999 might not setContinued on page 9
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Life Insurance Goes Low-load
Continued from page 1
policies that have lower costs, which
reflect the lower commissions, and in
the case of universal or whole life, little
or no surrender charges and high earlyyear cash values.

How Are Low-load Policies
Distributed?
Since commission-based agents gen
erally do not sell low-load policies (due
to the lack of individual agent commis
sions), other channels are used to get the
policies into the hands of consumers.
For example, many low-load policies
are sold directly to the consumer by the
issuing insurance company, via mail,
phone, or the Internet. Some insurance
companies create a separate entity to
sell their low-load products. Others may
contract with a third party firm to dis
tribute their policies, in exchange for a
sales commission or marketing fee. Still
others focus on fee-based insurance or
financial advisers to assist in selling the
product. In any case, these distribution
methods can be less costly to the insur
ance company than the traditional agent
distribution model, and this savings can
be passed on to the consumer, resulting
in lower premiums, small or nonexis
tent surrender charges, greater cash val
ues or a combination of all of these.

But price and value are only part of
the low-load story. By eliminating the
high agent commission, the potential for
high-pressure sales tactics and the
inherent conflict of interest associated
with commissioned agents is also
reduced. Since low-load policies are
sold directly to consumers electronical
ly (phone or web), through salaried rep
resentatives or recommended by feeonly insurance and financial advisers,
there is generally little or no incentive
to push any type of policy on a cus
tomer, to sell more than what is needed,
or to force action any sooner than is
comfortable. Customers who choose
low-load can enjoy lower costs and may
feel more comfortable and in control
during the entire sales process.

Advisers also may feel more com
fortable recommending low-load poli
cies to their clients for several reasons.
Low-load insurance can help fee-based

advisers to implement the insurance
portion of a financial plan, without
compromising their fee-only position
ing. Also, advisers who do not normally
do insurance planning (CPAs and attor
neys, for example), but whose clients
may occasionally require insurance,
may be reluctant to refer these clients to
full-commissioned agents. Referring
these clients to a low-load provider
instead can help ensure that the inter
ests of all parties are aligned, with the
adviser maintaining control over the
process.

Low-load vs. Full-coinmissioned
Policies
The easiest place to see the differ
ence between low-load and full-commissioned policies is with universal life.
Universal life can be designed to pro
vide level premiums throughout the life
of the insured, based on various projec
tions of future policy performance, and
is primarily used for long-term or per
manent insurance needs. With both
low-load and full commissioned poli
cies, these projections can and will
change over the years-they are not
guaranteed!

Typically the cash values in fullcommissioned policies are nonexistent
for the first two or three years, and then
lag substantially behind those in the
Continued on page 9
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From the Director
by Phyllis Bernstein, CPA
Investment Planning—How Can We
Address This Issue?
The accounting profession has
changed a lot over the last ten years.
One of the biggest changes has been in
the area of personal financial planning:
CPAs are investing clients’ money! To
help planners who have entered this
practice area, the AICPA is holding its
Investment Planning Conference, June
11-12 at the JW Marriott in Washington
DC. The February/March Planner con
tained an insert promoting the confer
ence. To register or get a copy of the
brochure, call AICPA one-stop shopping
at 888-777-7077. I hope to see many of
you at the conference.

Investment planning is also the sub
ject of a new column in The Journal of
Accountancy “Investment Outlook.”
Articles, articles, we need articles. If you
care to write an article or suggest a topic,
let me know. The subject of the articles
can be generic information about a new
product, a new investment technique,
resources needed to provide investment
advisory services or lessons you have
learned through experience. You can
enhance your professional image by
publishing an article.
Increased interest in investment
planning among CPAs has contributed
to the trend among practitioners to enter
into financial alliances with various
types of investment firms. For example,
practitioners are allying themselves with
retail brokerage firms as registered rep
resentatives (sales people) or solicitors.
Solicitors are paid a “referral fee” (aka a
commission) based on a fixed amount or
a percentage of assets under manage
ment. These fees, of course, must be dis
closed.

If you are among the many CPAs
marching toward investment-adviser
status, remember that your most valu
able asset is your reputation for profes
sionalism and objectivity, and for serv
ing clients’ best interests. You should
explain to providers the services you
will offer and your relationships with
providers.

Accordingly, before entering into any
financial alliance with a provider of
investment or insurance products, con
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sider how this alliance will work in your
firm and will affect the image that you
want to project.

Here are some questions to ponder:

■ Should you have your own regis
tered investment adviser entity or
should you be a representative of anoth
er organization?
■ What portfolio management ser
vices (including investment styles) will
your firm provide?
■ What fees will be charged?
■ What actual and potential con
flicts of interest may have an impact on
the advisory services provided?
■ Are these conflicts “material” to
the prospective client?
■ Who are the principal officers of
the firm? Who are the investment com
mittee members?
■ What reviews and reports will be
provided to clients? How frequently?

Alternative Approaches
If you want to expand your invest
ment advisory practice, but not your
investment sales activities, an alternative
for you may be to establish a strategic
alliance with an investment consulting
firm that is compensated solely by its
clients’ investment portfolios. Most of
these firms share certain fees with the
CPA who does not provide investment
services. Many of them are trying to
expand into the private client market,
and would benefit greatly from an
alliance with a CPA who works with
wealthier individuals and families.
Although this approach requires more
work by the practitioner than establish
ing an alliance with a provider of finan
cial products, it allows the practitioner
to continue as a professional adviser

There can be no doubt that
there are significant
demographic forces afoot
that will cause the boom in
financial services to
continue for many years.

without becoming a registered repre
sentative of the financial services firm.
In return, the practitioner usually
receives a portion of the fee paid to the
investment adviser.
A second way to expand your invest
ment advisory activities is to develop or
hire the needed expertise. Many
accounting firms have done this, some
times combining investment advisory
and trustee services into a separate enti
ty, and are receiving compensation tied
to the amount of the assets they’re help
ing clients to manage. These practition
ers are providing a value-added service
that represents a continuing source of
fees, while preserving their role of pro
fessional adviser.
Like the first alternative, this
approach involves more work than
merely aligning with a financial services
firm. However, it can be a valuable
extension of an existing tax, financial
and estate planning practice. I believe
that you are able to provide these ser
vices by getting seriously involved as an
investment adviser. If you provide these
services as competently and efficiently
as you provide other services to your
clients, you will be justly rewarded.

There can be no doubt that there are
significant demographic forces afoot
that will cause the boom in financial
services to continue for many years. The
baby boomers have been a dynamic
force of change to the U.S. economy
since the 1960s, from inflation caused by
excess demand for houses and con
sumer goods in the ’70s to the historic
climb of capital markets in the ’80s and
’90s. The baby boomers will continue to
fuel these markets as they focus on sav
ing for retirement. Adding to their sav
ings will be the addition of significant
amounts of inheritance dollars that will
be passed down to them and their chil
dren. These boomers are informed and
sophisticated. Lack of information is no
longer their primary problem. Lack of
financial wisdom, however, may be. The
adviser of the future will need to act as
teacher, adviser, mentor and guide to
profit from this demographic revolution.
Will you be that adviser?

Continued on page 10
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Elder Care: A New Assurance Service
by George A. Lewis, CPA and Ann Elizabeth Sammon
provide assurance to family members
he AICPA special committee on
that care goals are achieved for elderly
assurance services (SCAS) has
family members no longer able to be
identified over 200 possible
totally independent. The service will
assurance services and has developed
rely on the expertise of other profession
business plans for six of them. Here, let’s
als, with the CPA serving as the eyes and
discuss elder care.
ears of the family members or responsi
ble party.

T

Why Elder Care Is Needed
Improved diet and medical care are
contributing to more people living
longer than earlier in this century. For
example, life expectancy at birth was 47
years in 1900 and had increased to 76
years by 1991. But not only are people
living longer; the U.S. Bureau of the
Census projects that the percentage of
persons 65 years of age and over in the
entire population will increase from
12.76 percent in 1996 to 16.48 percent in
2020, to 20.00 percent in 2050.

As the population ages, there is a
similar increase in the amount of wealth
concentrated in the elderly. It has been
estimated that between $11 trillion and
$13 trillion of wealth is controlled by
persons aged 65 and over. The U.S.
Bureau of the Census reported that in
1993, the medium net worth of house
holds with members 65 and over in the
fourth and highest quintiles of income
were $199,581 and $354,781, respectively.
This concentration of wealth attracts all
sorts of predators. News reports reveal
that senior citizens are the frequent tar
gets of fraudulent investment, home
improvement, and other schemes.
Concurrent with the aging of the pop
ulation, families have become widely sep
arated and can no longer be relied upon to
live nearby and assist in the care of elder
ly family members. In addition, there has
been an increase in households where
both spouses work. In earlier years, one
spouse was usually available to assist in
the care of elderly family members.
Today, unfortunately, institutional care is,
maybe, the only choice for the elderly
who have no children or whose children
do not have the time available to satisfy
both their job requirements and the
requirements of tending to or assisting an
elderly family member or supervising the
provision of care.
Elder care is a service designed to
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The purpose of the service is to pro
vide assurance in a professional, inde
pendent, and objective manner to third
parties (children, family members, or
other concerned parties, or in some
cases, the elderly persons, themselves)
that the needs of the elderly person to
whom they are attached are being met.
Or to put it in simpler terms: to provide
the opportunity for elderly persons to
live out their lives in their own homes
with dignity and protection from preda
tors who would take advantage of them.
Following are some aspects of providing
elder care.

Consulting Services
One of the biggest problems facing
relatives who must arrange for care for
an elderly relative is finding out whether
home care is an option (as opposed to
institutional care), what services are
available in the community, and what to
expect from the care providers. Often,
this information can only be obtained
through care providers themselves or
through word-of-mouth from other per
sons who have been faced with similar
problems.
The consulting services portion of
elder care envisions the CPA as the focal
point to assist family members in defin
ing the standards of care needed and
expected for the elderly person. This
service could include providing the fam
ily members (the person responsible for
care of an elderly person) with a listing
of the services and options available in
the community and working with them
to establish goals for assistance; devel
oping a customized delivery plan, indi
cating the types of service providers
required to accomplish the care goals;
and communicating expectations of
required levels of performance to each
service provider, including the identifi

cation of criteria to be used to measure
performance.

There are several important concepts
involved in this part of the service. Each
plan has to be tailor-made to the needs
of the particular elderly person. The
goals for assistance for one individual
may be simply arranging for transporta
tion or for someone to take care of rou
tine financial matters, such as paying
bills and making deposits. In another
case, the goals may include live-in or
continuous sitters or nurses, housekeep
ing personnel, and home health ser
vices, in addition to the services
required above.
As a part of consulting services, the
practitioner may assist family members
in selecting a care provider for each type
of assistance required (although the
family member or responsible party
should make the final decision), com
municate the family’s expectations
regarding the level of service to each
care giver (formally in writing), and
work with the care giver to establish
performance measurement systems,
including identification of information
to be accumulated by the care giver to
demonstrate compliance with the crite
ria for performance. All such systems
should allow for independent verifica
tion of some, or all, of the information
being produced.

Direct Service Provision
In some instances, either because of
a lack of commercial providers in the
community or because of the unique
competencies of the CPA, the practition
er may be engaged to take a more active
role in the management of elderly care.
This might include routine tasks that
would normally be performed by the
elderly person or a family member—
tasks such as—
■ Receipt, deposit, and accounting
for income, or making sure the expected
revenues are received.

■ Supervision of investments and
accounting for the estate.
■ Making arrangements for the
appropriate level of care (in-home sit
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ters, cooks, etc., or retirement facility
care), and periodically visiting the client
to ensure care being received meets the
standards set by family members.

■ Arranging transportation for
clients. One of the fears of elderly peo
ple who are still mobile is the loss of
their car or their license to drive. Yet,
due to the danger to themselves and to
others, this frequently occurs.
■ Supervising household expendi
tures and making arrangements for
unusual or unexpected requirements,
such as home maintenance and repair
and medical emergencies.
■ Arranging for an assessment of
the elderly person by a social worker,
geriatric care manager, or geropsychia
trist.

These direct services assume added
importance when decisions must be
made in a timely manner and there is no
one in the client’s community on whom
to rely.

Assurance Services
Elder care assurance services are
close to traditional services rendered by
CPAs, except that the engagement does
not involve traditional financial matters.
The client or responsible family mem
ber would establish goals for care and
specify measurement criteria to be used
in determining whether the specified
goals were being achieved. The practi
tioner would then periodically perform
procedures to measure the achievement
of the care goals, based upon the speci
fied criteria. Assurances might be given
on the following:
■ Review of routine financial trans
actions for reasonableness and adher
ence to criteria established for such
transactions.
■ Investigating and providing infor
mation to family members for handling
of unusual or unexpected situations such
as home maintenance and repair or
medical emergencies.

■ Inspection of logs, diaries, and
other evidence (including direct obser
vation) to determine whether care givers
are meeting the performance criteria
agreed upon with the client/family
member.
■ Reporting to client or family
members. As a part of any assurance
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engagement, there should be a clear
understanding as to whom reports are to
be issued and in what frequency.

The range of services is limited only
by the imagination of the practitioner
and the needs of the client. Each
engagement needs to be customized and
the service rendered to be within the
technical competence of the CPA.

Understanding the Elderly Client
Practitioners have always dealt with
elderly clients, but, typically, the contact
has involved taxes, estate planning, and
so on. Although elder care has a finan
cial element, it is directed toward an
entirely different purpose—personal
care and security for the older client.
Elder care engagements require a
different approach. They involve much
more frequent contact with the older
client and on a more personal level.
Each individual is different, and you
need to be aware of these differences,
particularly as they apply to the aging
process and the capabilities and limita
tions of each client.

Practitioner’s Publishing Company’s
Guide to Nontraditional Engagements,
Third Edition, includes a practice aid for
use in assessing the needs of older
clients. In situations where family mem
bers are responsible for arranging elder
care, there is a practice aid which asks
for their assessment of the elderly per
son’s needs. It is recommended that both
practice aids be consulted in elder care
engagements.

The elderly frequently assess their
own needs and abilities quite differently
from independent observers. By having
both the elderly client and another party
assess the former’s needs and abilities,
you can be aware before the engagement
commences of any conflicts which
might exist and tactfully try to resolve
them.
At the beginning of the engagement,
the practitioner should determine which
family member (or other party) is
responsible for the care of the elderly
person and make sure that individual is
fully informed of actions taken. In addi
tion to the reports agreed to be provided
under the elder care arrangements,
copies of any correspondence pertain
ing to the elderly person should be pro
vided to the responsible person. In many

cases, that individual will make deci
sions concerning matters on which the
practitioner accumulates the necessary
information. If the responsible family
member is to have the right of final deci
sion, it is advisable to have this arrange
ment formalized through a power of
attorney granted by the elderly person to
the responsible family member. The
client’s attorney should be consulted to
prepare the necessary documents.
At the outset of the engagement, you
should establish what responsibility you
have to family members other than the
person primarily responsible for the care
of the elderly client. There may be con
flict, mistrust, and suspicion among fami
ly members, and, if so, you should
attempt to arrange a course of action that
will minimize future disagreements.

Developing an Elder Care Practice
To get started in elder care, you will
need to commit to providing staff and
resources that will truly serve the pur
poses of the client. You will be at the
hub of a wheel of providers, conducting
ongoing and objective reviews of the
performance of each of the service
providers. It may mean your hiring per
manent or on-call staff, or developing a
relationship with a geriatric care manag
er or other elder care professionals, to
assist in meeting the needs of elder care
clients.

When responsible family members
do not live in the same community as
the elder care client, they have no way of
knowing what services are available in
the community and, therefore, what
assistance can be provided to help their
elderly relatives with independent liv
ing. If the needed assistance is not avail
able, the family may have to consider
relocating the elderly person to institu
tional care.
One of your first steps should be to
determine the availability of services such
as in-home housekeeping services, home
health care organizations, providers of
home health care equipment, nursing ser
vices, sitter services, shopping services,
hospitals, senior service pro-viders, rep
utable sources for home maintenance and
repair, and bonded and licensed yard
maintenance services.

In the governmental arena, Area
Agencies on Aging (or Councils on
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Elder Care
Continued from page 5

Aging) can provide information on a
variety of services for older adults.
Other agencies which might be contact
ed to determine the availability of ser
vices include state departments on
aging, state and county mental health
agencies, Veterans Administration
offices and hospitals, and the offices of
local elected officials.

Don’t overlook other local nonprofit
or religious organizations—some have
extensive programs for the elderly. And
keep in mind that financial institutions
are beginning to direct a broad range of
services to this group, and that in many
areas of the country, organizations
(emergency medical services, police
departments, and others) have instituted
programs to check on elderly people
daily.
Initially, you should attempt to
obtain as much information as possible
about each source listed in your inven
tory, including references, if applicable,
and simply list the information without
judgment. As you become involved
with the various providers, additional
information can be developed which
will help family members make better
judgments as to the provider they wish
to engage.

Be careful about making positive
recommendations as to potential service
providers to avoid being blamed if a sit
uation does not work out. Rather, you
should objectively list both good and
not-so-good information about each
provider and allow the family members
to make informed decisions about
whom to engage.
As a part of the inventory of services
available, you should also develop infor
mation concerning the rates normally
charged, how billing is to be done, and
when payment is to be made.
Because elder care primarily focuses
on individuals who are living in their
own homes, many of the needs to be
addressed involve ordinary in-home liv
ing needs. Routine housekeeping, meal
preparation, and yard maintenance may
be beyond the physical abilities of some
elderly people, and security is typically
a foremost concern.
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How to Identify Potential Clients
The type of care envisioned in an
elder care engagement will probably be
more expensive than institutional care.
Consequently, the services will be
available only to those able to pay the
cost. Within your clientele, elder care
clients will typically come from 1)
older clients, many of whom may have
been clients for tax preparation or
estate planning purposes, and 2) clients
who are responsible for the care of an
aging relative. By making the client and
the children aware of the elder care ser
vices you can offer, during tax prepara
tion or estate planning meetings, you
can position yourself to be of assistance
as the needs arise.
You can use direct mail to illustrate
the services you offer, but take care not
to imply that the elderly client is in
need of those services at the present
time. Referrals are also a good way of
identifying potential elder care clients.
Beneficial contacts could include
physicians, particularly those specializ
ing in geriatrics, hospitals, attorneys,
bankers and trust officers, church lead
ers, and home health agencies. You can
provide key contacts with a simple
brochure describing the elder care ser
vices you offer. Again, don’t imply that
a particular person needs the services.

Information You Need to Know
About the Client
In order to customize services for the
elder care client, you need to obtain a
great deal of information about the per
son. Depending on the engagement, this
might include
■ Names, addresses, and telephone
numbers of children, grandchildren,
and in-laws. List their relationship to the
elder care client, whom you should con
tact in emergencies, and note whether
there are any family conflicts or
estrangements which could cause prob
lems.
■ Names and addresses of the
client’s attorney, accountant, and prima
ry care physician.

■ An informal assessment by the
elderly person (or responsible family
member) of his or her assistance needs.
In many cases, a formal assessment by a
geriatric care manager (GCM), nurse, or
geropsychiatrist will be necessary.

■ Information pertaining to all real
estate owned. This would include mort
gage information, rental income, and
copies of leases and fire and casualty
insurance policies.
■ A personal financial statement.
This should indicate all retirement
assets, investments, and liabilities.
■ Annual cash flow analysis. This
will enable you to determine that all
income is being received and whether
expenditures are within reasonable lim
its.
■ Copies of all insurance policies
and other personal documents. The lat
ter would include wills, tax returns,
trust instruments, guardian nomina
tions, powers of attorney, care agree
ments and contracts, and any long-term
care insurance policies.

■ Religious and other planning
information. Many religious organiza
tions have outreach programs for elderly
members. Also, it might help to know
whether the client is receiving Medicare
benefits, preferences as to hospitals, and
whether the client has pre-paid medical
transportation policies.

It is recommended that all elder care
engagements commence only when
there is a signed engagement letter. If
possible, both the elderly clients and the
responsible family member(s) should
agree to the terms of the engagement. If
the elder care engagement is being per
formed under attestation standards,
written assertions will be required from
responsible parties. The engagement let
ter should list the types of assertions
which will be required, from whom
they will be required, and should also
clearly set forth the conditions under
which the engagement may be termi
nated. ♦

Editors note: Mr Lewis, chair of the elder
care task force of the assurance services exec
utive committee, is the author of the AICPA
CPE course, Assurance Services: Elder Care,
from which these comments are extracted.
The course contains practice aids and sample
engagement letters from Practitioners Pub
lishing Company’s Guide to Nontraditional
Engagements, Third Edition. To purchase the
course (2 hours of CPE credit), product no.
732022PFPS, cost $49, call the AICPA order
department, (800) TO-AICPA. Ask for opera
tor PC
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Behavioral Finance: Why Investors Make Bad Decisions
by A. Gregory Lintnet, CFA
looking for the why and how to avoid,
odern portfolio theory, which
control or exploit them.
has evolved over the past
fifty years, is based on the
Until his recent untimely death,
notion that investors behave in a ratio
 Tversky, a Professor of Behavior
Amos
nal, predictable and unbiased manner.
Science at Stanford University, added a
1 was attending an educational sympo
deeper insight into behavioral finance.
sium on finance during which the pro
Much of Tversky’s work addressed the
fessor explained how the Capital Asset
psychology of risk. He studied three
Pricing model, a key component of
areas of human behavior that violate the
modern portfolio theory, was derived.
basic assumptions of the classical eco
The large blackboard was completely
nomic model of decision making. The
filled with mathematical equations. I
phenomena he observed were referred
copied all of the equations, with the
to as “cognitive illusions,” because they
notion that if I was able to comprehend
relate to perceptions that are often
the meaning behind the equations, I
tempting even in error. The three areas
would become a much better stock
that Professor Tversky examined were
market investor. After about five
risk attitudes, mental accounting and
evenings of intense studying, I con
overconfidence.
cluded that the model assumes that
investors in the aggregate correctly
price stocks and that all risk in the
Risk Attitudes
stock can be reduced to one term, beta.
A basic assumption of economic the
The class forced me to brush-up my
ory
holds that people are risk averse.
rusty algebra skills, but left me rather
They
prefer a sure investment return
empty on the expectation of improving
rather
than one that is uncertain.
my investment skills.
Investors also expect to be compensated
Enter the world of behavioral finance.
for bearing risk. Most investors would
Behavioral finance is the study of how
choose a sure chance of receiving
humans interpret and act on information
$90,000 versus a 90 percent chance of
to make informed investment decisions.
receiving $100,000 and a 10 percent
Its findings suggest that investors do not
chance of receiving nothing. This is an
always behave in a rational, predictable
illustration of risk aversion as both situ
and unbiased manner indicated by the
ations have the same expected return.
quantitative models. In fact, investors

M

make mistakes.
Behavioral finance has recently
become a buzzword in the investment
community. Numerous articles have
appeared in the financial press, and
there has been an increasing number of
seminars on the subject. Even Harvard
Medical School has held a congress on
the psychology of investing. Despite its
recent attention, however, the study of
behavioral finance is not a new phe
nomenon. Two books written in the
1800s, The Crowd by Gustave Le Bon
and Extraordinary Popular Delusions
and the Madness of Crowds by Charles
Mackay, are still considered by many
investors as classics in the field of group
behavior with application to the invest
ment bankers.

My personal investment experience
suggested that emotions and errors in
thinking are key variables in making
investment decisions. But I was still
PFP DIVISION

In a situation involving a loss, an
investor faces a sure loss of $90,000 or a
90 percent chance of losing $100,000
and a 10 percent chance of losing noth
ing. Again, the expected return in both
situations is the same. This time most
people would choose the 90 percent
chance of losing $100,000 and ten per
cent chance of losing nothing. The sec
ond choice is actually more uncertain or
“risky” than the first. From the observa
tions, Tversky concluded that people
exhibit inconsistent attitudes toward
risk. They exhibit risk averse behavior
when gains are involved and demon
strate risk seeking behavior when losses
are involved.
Tversky also concluded that people
evaluate events relative to some refer
ence point and that they are maximally
sensitive to changes near that reference
point. In other words, the first $1,000
gained is most attractive, while the first

$1,000 lost is least attractive. A reference
point could be the value of a portfolio at
some date (e,g., year end), the purchase
price of an individual security or the
amount of money given to a new man
ager.

There are many investment man
agers with great long-term records who
have been dismissed because of poor
performance from the date of hire ( a
reference point). If the manager had
been hired a short time before or after
the reference point[thereby actually
changing the reference point], the situa
tion may have had a different outcome.

Another example of sensitivity to a
reference point is exhibited when
investors purchase a stock and subse
quently find that the price falls because
of some negative situation within the
company. Instead of rationally evaluat
ing the situation, one often hears, “I will
wait until the price comes back to my
purchase price and then I will sell.” The
reference point of the original cost dom
inates the investor’s thinking.
Another observation in the research
of risk attitudes is the notion of loss
aversion. A loss appears larger to most
people than a gain of equal size. An
example of this concept may be cited by
a friend whose retirement plan we man
age. When the monthly account state
ment arrives, any increase in the value
of the account is accepted without ques
tion, and the statement is filed. Howev
er, if the account drops in value from the
previous month, we are always contact
ed with questions. This is an example of
loss aversion and sensitivity to a change
near a reference point which, in this
case, is last month’s account value.

Mental Accounting
Traditional economic theory as
sumes that money is fungible, that is the
notion of one dollar is capable of being
used in place of another dollar. However,
when individual behavior is studied,
money can become less than completely
fungible. Consider the following situa
tion: Imagine you have decided to see a
play that costs $20 per ticket. When you
arrive at the theater to buy the ticket, you
discover that you lost a $20 bill. Would
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Continued from page 7
you pay $20 for a ticket to the play?
Eighty-eight percent of the respondents
would still purchase the ticket. However,
when the problem is presented in a
slightly different manner, the response of
the participants changed. Imagine you
paid $20 for a ticket to the play. When
you get to the theatre, you discover that
you lost the ticket and the ticket cannot
be reissued. Would you purchase another
ticket for $20? Only 40 percent of the
respondents were willing to purchase
another ticket.
There is no real difference between
the two scenarios. However, in an irra
tional way the outcomes appear to be
different. Professor Tversky speculated
that the reason rests in the tendency of
people to organize their world into
“mental accounts.” The theater account
was down $20 for those who lost the
ticket. Purchasing another ticket would
cause the theater account to be off by
$40, which was unacceptable for the
majority of participants. But, for those
who lost the $20, there was no effect on
the theater account, so the cost of the
play was only $20.

Rebalancing a portfolio is a practical
application of this behavior theory in
finance. Rebalancing to its target asset
allocation often involves taking monies
from the asset class or investment man
ager which has recently performed well
and allocating it to another asset class or
investment manager which has not per
formed quite as well. While rebalancing
may be the rational thing to do, it is
often met with resistance. Investors
often remark, “Why should I allocate
more money into that market? It’s been
a terrible performer over the past two
years.” The natural tendency of using
mental accounting may be working in
this situation.
Professionals are not immune to this
form of mental accounting. We have
seen plan sponsors express concern
about individual securities which their
investment managers sold below cost.
However, a dollar from a losing stock is
really no different than a dollar from a
winning stock when considering a new
security purchase or a change in portfo
lio strategy. In this case, the use of men
tal accounting by plan sponsors leads to
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misjudging the abilities of investment
managers.
Another example of mental account
ing involves people who invest monies
on one hand and borrow money on the
other hand at a rate which far exceeds
that which the monies in the investment
account are likely to earn. We may bor
row at a high interest rate for the pur
chase of a car while investing in assets
with low expected returns for a child’s
education.

Overconfidence
A belief widely held by race car dri
vers and other driving aficionados is that
the licensed competition drivers have
fewer crashes than the average driver.
The race car driver’s practiced skills,
mental ability, and cognizance of haz
ards of driving should give them an
advantage over the average driver. How
ever, when actual reported crashes and
other various moving and nonmoving
violations of the licensed race car driver
on the open roads are compared with
those of the average driver, the race car
driver exceeds that of the average driver
by a considerable margin.
Consider, too, that most people rate
themselves as being above average in
their abilities to get along with others.
Have you ever met an investment man
ager who considers himself below aver
age in this regard?

In a recent study, security analysts
were asked to estimate the probability
that the price of a given stock would
exceed a particular value on a given
date. The analysts were 80 percent con
fident but only 60 percent accurate.
Many investors believe that they can
constantly time the financial markets
when there exists an overwhelming
amount of evidence to the contrary. The
same can be true in attempting to select
above average investment managers.
By just focusing on recent invest
ment performance, investors may be
setting themselves up for problems.

All of the above examples demon
strate overconfidence. Classical eco
nomic theory assumes that people make
good use of the information that is avail
able to them and that they act in an
unbiased manner. Professor Tversky’s
research showed, however, that people
were commonly biased in several

regards. They were optimistic; they
overestimated the chances of their suc
cess, and they overestimated their
degree of knowledge in the sense that
their confidence far exceeded their suc
cess rates. Tversky pointed to a key
implication of overconfidence. People
should be careful in making predictions.
When it comes to the financial markets,
there are no shortages of predictions.
They cannot all be right.
While this research only touches the
surface of why investors make mistakes,
it opens a whole new perspective in the
study of the financial markets. The first
step is to become aware of the natural
tendencies in our thinking and behavior
that cause us to make errors. The mar
kets are composed of people, and peo
ple are prone to make errors. The fol
lowing quotation, from the 1934 edition
of Security Analysis by Ben Graham, is
as appropriate today as it was when it
was originally published: “We have
striven throughout to guard the student
against overemphasis upon the superfi
cial and temporary . . . this overempha
sis is at once the delusion and the neme
sis of the world of finance.” ♦

Websites Worth
Checking Out
IBC Financial Data
(www.ibcdata.com) lists money
market funds and bond funds
including data on their historic per
formance.
ICI Mutual Fund Connection
(www.ici.org) provides news on leg
islation affecting investors. Spon
sored by Investment Company
Institute, a mutual fund industry
trade group.
Mutual Funds Interactive
(www.fundsinteractive.com) offers
news and opinions about mutual
funds.

William F.Sharpe
(www.sharpe.stanford.edu) Sharpe,
a Stanford University finance pro
fessor, offers insights on foreign and
domestic markets.

And don‘t forget...
www.aicpa.org
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Life Insurance Goes Low-load

TRENDWATCH

Continued from page 2
low-load policy for the next ten or fif
teen years. These low cash values reflect
the high commission paid to the selling
agent, and the surrender charge that is in
place to protect the company from an
early termination of the policy.
With some full commissions policies,
however, the illustrated cash values may
catch up, and even surpass, those of a
low-load product using the same client
criteria (age, premium, etc.) after twen
ty years or more. Therefore, so the full
commission argument goes, since life
insurance is supposed to be a long-term
arrangement, the full-commissioned
agent may say, early-year cash values are
not important, and thus, the value of
low-load to a client is minimal. But that
simply isn’t so. Since policy perfor
mance is based on projections and not
guaranteed, the owner of a policy that is
not performing as illustrated may want
to move to another insurance company.
With a full-commissioned policy, that
move could mean the loss of most (if
not all) of the premiums paid over the
years, thanks to surrender charges and
high costs. However, the owner of a lowload policy, in the same situation, would
not face such a loss. Illustrations can and
will contain many nonguaranteed ele
ments such as interest rate bonuses,
reduced mortality costs, or reductions
in expenses, all designed to make the
illustration look good.
All life insurance projections and
illustrations (including low-load) are
like predicting the weather: the further
into the future you look, the more likely
you are to be wrong. But low-load poli
cies are like a raincoat, giving clients the
flexibility to change their mind, or move
to a new company, with a lower likeli
hood of getting drenched.

Who Offers Low-load Policies?
Low-load players now include heavy
weights Charles Schwab and GE Capi
tal, as well as insurance companies like
Ameritas Life and John Hancock. Some
of these providers speak directly with
consumers, others work only through
advisers, and some do both.
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(continued from page 2)

Some low-load providers allow con
sumers or advisers to order quotes and
illustrations on-line, some require that it
be done by phone. Most offer toll-free
telephone support, but only a few offer
local face-to-face service. Not all poli
cies available from the various compa
nies are available.

Summary
Life insurance is not always easy to
understand and can sometimes be
unpleasant to buy. The industry’s reputa
tion for high-pressure sales tactics and
confusing products has turned many
consumers off. But the unique nature of
life insurance continues to make it a sta
ple in the overall financial planning of
many individuals and businesses. Plan
ning for income replacement, business
continuation, estate liquidity and chari
table giving often means using life insur
ance as a key component of the plan.
Low-load life insurance, with its gener
ally lower costs and reduced commis
sion-driven sales pressure, appears to be
gaining popularity with consumers,
advisers and the popular media. But the
lack of a traditional agent means that
consumers will be turning to other
advisers to assist them with their insur
ance planning. And this can provide one
more opportunity for the CPA planner to
provide a needed service to his or her
clients.

Depending upon the extent of assis
tance they render and their state of res
idence, CPAs may need to acquire a
license to sell or give advice on life
insurance. CPAs should check with
their state insurance department for
details. ♦

tle if brokers/dealers are not year 2000
compliant. The brokers/dealers may
never get the demand for cash, so
clients may not get their money without
their financial advisers doing a lot of
work.
Asset managers may have problems
rebalancing client portfolios. A non
compliant system could think that a
client’s bond matured 100 years ago.
Because of a bad bond date, the com
puter could show wrong actual hold
ings. Consequently, flawed trades could
be made in order to align the flawed
actual holdings with target holding per
centages.
The chief concern of Virginia Stan
ley of Albuquerque-based Rogoff &
Stanley Financial Advisors LLC is the
accuracy of January 2000 statements
from banks, mutual funds and other
financial services companies that are
not year 2000 compliant. Consequently,
Stanley is advising clients to retain
account statements and other docu
ments, especially those issued in the lat
ter part of 1999.
Thomas D. Giachetti, chair of the
securities practice group at Stark &
Stark (Princeton, NJ), advises that “It is
incumbent upon investment advisers,
since they have fiduciary duty, to
inquire and ascertain how every custo
dian or broker/dealer they do business
with is progressing with the year 2000
issue.”The inquiry should be in writing,
requesting a response in writing that
details how the broker/dealer is
addressing the problem. Giachetti rec
ommends that “If it appears that the
broker/dealer or custodian is not
addressing the year 2000 issue or that it
won’t be addressed in time, then the
adviser has an obligation to recommend
to the client that assets be moved.”

More about Low-load
Insurance

Eric L. Reiner, “Zero Concern,“ Dow
Jones Investment Advisor April 1998,
page 48.

An article on low-load insurance
will appear in the July issue of Jour
nal of Accountancy. The article will
provide a list of vendors of low-load
insurance.

“Act like a fiduciary,” Katherine
Vessenes, JD, CFP, advises financial
Continued on page 10
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planners. Vessenes, author of Protecting
Your Practice (Bloomberg), says that “As
fiduciaries, planners and investment
advisors must make fair and complete
disclosure of all material facts and must
employ reasonable care to avoid mis
leading their clients.” Most financial
planners need to be affiliated with a
registered investment adviser (RIA) and
investment advisers have been "uni
formly recognized as fiduciaries” in
case law.

As fiduciaries, planners need to con
sider several vital issues: the best inter
est of the client; meeting a higher stan
dard of care; their duty to disclose con
flicts of interest and compensation; their
duty of confidentiality and their liability
for damages. As fiduciaries, planners
also have additional responsibilities. For
example, one court found that the cli
mate of trust created by the fiduciary
relationship exempts the client from
having to investigate the validity of
information provided by the fiduciary.
Planners can’t escape fiduciary duty
by not registering as investment advis
ers, and they are subject to fines, penal
ties and sanctions by the SEC by failing
to register. Brokers and insurance
agents who do financial planning or
prepare plans cannot avoid liability by
calling themselves “financial consul
tants” rather than “planners.” Even if
they are not registered, the SEC or the
state securities administrator will con
sider these planners to have the duties,
liabilities and responsibilities of fiducia
ries.

As a fiduciary, a planner is not free to
promote any product that has special
incentives for the representative over a
similar product with less reward. Some
managers argue that the National Asso
ciation of Securities Dealers requires
registered representatives to “know
their clients,” make suitable recommen
dations and process trades accurately.
Having met these criteria, they can pro
mote any product to the client. The
planner, however, must also recommend
only what is “good” for the client rather
than what is rewarding to the planner.
Continued on page 12
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From the Director
Continued from page 3
New CPA/PFS Consumer Referral
Opportunities
We unveiled an important new refer
ral opportunity for CPA/PFS practition
ers on March 13. Consumers can locate a
CPA/PFS by searching a state listing of
CPA/PFS by using zip codes or area
codes. The site address is www.cpapfs.
org and we are interested in hearing
what you think about this first step.
Plans are being finalized to expand this
site to make it an interactive referral site
for consumers who wish to contact a
CPA/PFS. In addition, we intend to
expand the data available to consumers
about each CPA/PFS practitioner, pro
vide simple calculations and update the
site regularly so consumers will book
mark the site and visit it often. Let us
know if you have any thoughts or if you
are interested in working with us and
contributing to the site development.

Great PFP Software Discounts
We are pleased to announce partner
ships with some of the forerunners in
the field of financial planning software.
Discounts from 10 percent to as much as
30 percent are available on four Win
dows-based comprehensive personal
financial planning software products
designed to enable you to handle a
range of personal financial planning
strategies. See page 11 for the details.

Affinity Relationships with Magazine
Publishers
We hope you liked the three free
issues of Financial Advisory Practice, a
bimonthly magazine, developed by War
ren, Gorham & Lamont and RIA Group,
which we arranged for you. After send
ing three issues to PFP Section mem
bers, the publisher offered all PFP Sec
tion members a special charter sub
scription that would allow them to con
tinue to receive 6 more issues. Sub
scribers therefore receive an 18-month
subscription for the price of 12 months.

As in past years, an arrangement
with the publishers of Dow Jones Invest
ment Adviser should be in your hands
shortly. You can take the offer of a free
one-year subscription of the magazine.

Many of you are familiar with the mag
azine, because we have had this rela
tionship for three years now.

Discount Available on Newsletter For
High Net Worth Clients
Eighteen months ago, the PFP Mem
bership Section sent information about
a client newsletter, The Fee-Only Client
Newsletter (FOCN), to 2,700 holders of
the Personal Financial Specialist (PFS)
credential. We negotiated a 10 percent
discount for PFSs who subscribe
We think the newsletter can help you
market your PFP services, so we asked
the publisher to expand the offering to
the entire PFP Section membership.

Any PFP section member can now
receive a 10 percent discount when
subscribing to FOCN.
FOCN has been favorably reviewed
in the trade press. It’s more customized
than “canned” client newsletters and
contains very sophisticated content.
Each newsletter contains five stories,
plus space on the front-page for a col
umn that the adviser can write. You
choose your five stories from a list of
more than 40 articles faxed to you each
quarter. If you don’t want to use the
story about using the Roth IRA as an
estate-planning tool, for instance, you
can choose the story explaining cross
tested profit sharing plans.
With this client newsletter, you also
can design your own front-page banner
that includes your firm logo or letter
head and you pick the paper for your
newsletter and any color ink. Before
printing, the publisher faxes a copy of
each issue to you to check all the stories
before they go to print.

The editor of the newsletter, Andrew
Gluck, has written about personal
finance for 15 years. Andy was a colum
nist and staff writer at the New York
Daily News and Worth and now writes
the monthly news column for financial
advisers in Dow Jones Investment Advi
sor

Andy has good support in keeping
the newsletter content at a high level
through an editorial advisory board of
25 leading planners, lawyers and con-
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suitants, including representatives of
CCH Incorporated, Ibbotson Associates,
Frank Russell Company and Morn
ingstar, Inc. I also serve on this board,
suggesting ideas for stories and review
ing what Andy writes for technical
accuracy. The board has helped make
this client newsletter a cutting edge pub
lication.
FOCN has more than 100 subscribers
and will accept no more than 300 sub

scribers. Many of you want to let clients
know that your firm can help them with
personal finance issues. FOCN could
jump-start that marketing effort in an
intelligent way. You can contact Andy
Gluck at 516-935-1120 and visit the
FOCN web site at www.clientnewsletter.com.

In conclusion, 1 have the overall
responsibility to develop programs and
services in response to the diverse and

changing needs of PFP Section mem
bers. I look forward to doing whatever
we can to meet your needs. So “speak
up” on what you think membership
should provide. If you have any com
ments about your membership benefits
or practice issues you think we should
address, please call me at 212-597-6058
or write me at my e-mail address:
pbernstein@aicpa.org. ♦

Leading Windows-based Personal Financial Planning Products
Available at Special AICPA Member Discounts
he AICPA is pleased to announce partnership with some of the forerunners in the field of financial planning
software. Discounts from 10 percent to as much as 30 percent on software products are designed to enable you
to handle a range of personal financial planning strategies. These four Windows-based comprehensive person
al financial planning software products vary in complexity, functionality and price. Following are brief descriptions
of these products. For full descriptions of these products, visit AICPA Online at www.aicpa.org/ store/pfpsoft.htm.

T

■ FPLAN Professional Advisor + (No. 016567PFP6) is a versatile, Windows-based program developed
by First Financial Software. It allows you to tailor the degree of input and output to suit the individual
needs and sophistication levels of your clients. Easy to learn and understand, the software provides for
simple, fast data input from line coded, printable questionnaires that can be completed by your assis
tants. Price: $350 member, $395 nonmember (Price includes 6 months free maintenance, after which
maintenance contracts are available from First Financial Software for $95 per year).

■ PFP Notebook (Product No. 016568PFP6) Developed by Brentmark Software, Inc., PFP Notebook
employs a step-by-step modular approach to make your personal financial planning process much
more efficient. This Windows-based program handles not only the calculations for you, but also the
usually time-consuming paperwork. Price: $625 member, $695 nonmember (Price includes 6 months
free maintenance after which maintenance contracts are available from Brentmark Software for $199
per year).

■ ExecPlan Plus System (Product No. 016559PFP6) is a comprehensive and fully integrated personal
financial planning software product developed by Sawhney Systems. Its flexibility allows you to
respond to the needs of all of your clients—from a young worker to a senior executive or an affluent
owner of multiple businesses. And you can easily adapt to your clients’ current, recommended and
changing profiles. The program’s versatility lets you select the level of detail to be shown in your
reports—years, descriptions and the like—and also gives you the option of designing your own
reports. Price: $2,050 member, $2,495 nonmember (Price includes 3 months free maintenance, after
which maintenance contracts are available from Sawhney Systems for $695 per year).

■ Financial Planning Professional (Product No. 016569PFP6) Developed by Lumen Systems, Inc.,
Financial Planning Professional (FPP) is a comprehensive personal financial planning program. It is
designed to identify your clients’ funding needs, to find the optimal investment mix, and to develop
cash and tax savings strategies. Flexible, time-efficient and easy to use, the program gives you the abil
ity to handle various types of clients. Price: $1,395 member, $1,995 nonmember (Price includes 3
months free maintenance, after which maintenance contracts are available from Lumen Systems for $650
per year).
To order PFP Notebook, FPLAN Professional Advisor +, Lumen’s Financial Planning Professional, or ExecPlan Plus
System, please call the AICPA Member Satisfaction Team at 1-888-777-7077. ♦
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Similarly, with insurance agents, the
issue is not whether they are captive
agents as opposed to independent plan
ners. The relevant issue is recommend
ing products and services that are in the
best interest of clients.
“Doing what is best for the client,”
Vessenes says, is “the most relevant
issue” for fee-only planners also. “There
is nothing inherently wrong in obtain
ing a fee for a plan and a commission for
a sale, as long as the fees and the com
missions are equitable and carefully dis
closed to the client, and the planner acts
as a fiduciary.”

The planner can gain a market
advantage by declaring willingness to
act as a fiduciary. Vessenes advises the
planner to work with marketing and
public relations people to develop a cor
porate image, policy and mission state
ment that tells clients that they’re on
their side. Clients can trust the advice

they receive because the planner puts
their interests first.
Katherine Vessenes, JD, CFP,
“Accepting the Responsibilities of a
Fiduciary,” Financial Advisory Practice
(March/ April 1998), page 8.

A new method for “gauging the fad
fund effect” has arrived. It may deter
investment advisers “who don’t know or
don’t believe that market timing doesn't
work, and that buying the past quarter’s
hottest funds or last year’s biggest win
ners is a bad idea.” Frank Russell Com
pany (Tacoma, WA) uses the term FlowWeighted Returns™ (FWR) to describe
the result of a calculation that quantifies
the effect on investors of moving money
in and out of “hot” funds. Although the
calculation has no predictive value, it has
illustrative value. Ernie Ankrim, director
of portfolio research at Russell says, “It
captures what most of us know intu
itively—that the average investor in a
hot fund could get much less return than
a fund advertises or discloses in its
prospectus.”

Although FWR data can teach advis
ers and investors a lesson about chasing
performance, it may not be widely used
because it lacks predictive value.

Andrew Gluck, “Tweedle Dumb,”
Dow Jones Investment Advisor (March
1998), page 50.

People are living longer, but are
uncertain their income will last as
long as they will. To meet their needs,
insurance companies are introducing
new immediate annuities. Policyholders
of immediate annuities give the insur
ance company their money and in
return receive income for life. They pay
taxes only on the earnings. The major
drawback has been that policyholders
couldn’t change their minds after sign
ing the contract.
New types of immediate annuities
allow for heirs to continue to receive the
deceased policyholder’s income for a
term. Allan Levine, “Make sure your
clients don’t outlive their income,”
Accounting Today (May 11-24, 1998),
page 18. ♦
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